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THE RODEHEAVER GROUP P.C.
CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

The Board of County Commissioners
of Garrett County
Oakland, Maryland

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of The Board of County Commissioners of Garrett County, Maryland (the
County) as of and for the year ended June 30, 2018, and the related notes to the financial statements,
which collectively comprise the County’s basic financial statements as listed in the index to financial
report.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Ruth Enlow Library of Garrett County. Those financial statements
were audited by other auditors whose report thereon has been furnished to us, and our opinion, insofar
as it relates to the amounts included for the Ruth Enlow Library of Garrett County, is based on the
report of the other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.

6000 THAYER CENTERe OAKLAND, MARYLANDe 21550
Phone: 301.334.3127e Fax: 301.334.1102e www.rgroupcpa.com

Members AICPA Private Company Practice Sectione Members Maryland Association of Certified Public Accountantse Members West Virginia Society
of Certified Public Accountants
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of The Board of County Commissioners of Garrett
County, Maryland as of June 30, 2018, and the respective changes in financial position and, where
applicable, cash flows thereof and the respective budgetary comparison for the General Fund for the
year then ended in accordance with accounting principles generally accepted in the United States of
America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis and schedule of the Primary Government's proportionate share
of the net pension liability - Maryland State Retirement and Pension System, schedule of the Primary
Government's contributions - Maryland State Retirement and Pension System, schedules of changes in
net pension liability and related ratios, schedules of employer pension contributions, and the schedule
of changes in the County’s net OPEB liability and related ratios, listed in the index to financial report
be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context.
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We have applied certain limited procedures to the required supplementary information in accordance
with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the basic financial statements of Garrett County, Maryland. The other
supplementary information listed in the index to financial report is presented for purposes of additional
analysis and is not a required part of the basic financial statements.

The other supplementary information listed in the index to financial report is the responsibility of
management, was derived from, and relates directly to the underlying accounting and other records
used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves,
and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the other supplementary information is fairly stated in all material
respects in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December
28, 2018, on our consideration of the County’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the County’s internal
control over financial reporting and compliance.

The Rodeeaver Growp, P.C.

Oakland, Maryland
December 28, 2018
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THE BOARD OF COUNTY COMMISSIONERS OF

GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 5 - CAPITAL ASSETS

Capital asset activity for the Primary Government for the fiscal year ended June 30, 2018 was as

follows:

Balance as of

Transfers and

Balance as of

June 30, 2017 Additions Retirements June 30, 2018

Governmental Activities
Capital assets, not depreciated

Land and easements $ 9,739,442 $ - $ - $ 9,739,442

Construction in progress 2,164,654 1,263,203 (892,244) 2,535,613
Total capital assets, not depreciated 11,904,096 1,263,203 (892,244) 12,275,055
Capital assets, being depreciated

Land improvements 3,070,252 - 370,465 3,440,717

Buildings 26,753,433 94,961 (12,700) 26,835,694

Machinery & equipment 3,839,582 113,327 - 3,952,909

Vehicles 17,486,495 798,171 (95,163) 18,189,503

Furniture & equipment 2,520,516 233,079 (34,734) 2,718,861

Infrastructure 90,902,546 3,346,033 (1,049,425) 93,199,154
Total capital assets, being depreciated 144,572,824 4,585,571 (821,557) 148,336,838
Less accumulated depreciation for:

Land improvements (198,460) (20,501) 17,378 (201,583)

Buildings (13,012,494) (706,452) 8,149 (13,710,797)

Machinery & equipment (2,094,718) (294,677) - (2,389,395)

Vehicles (15,104,619) (899,347) 95,163 (15,908,803)

Furniture & equipment (1,507,083) (195,385) 14,806 (1,687,662)

Infrastructure (67,277,834) (2,987,876) 224,905 (70,040,805)
Total accumulated depreciation (99,195,208) (5,104,238) 360,401 (103,939,045)
Total capital assets, being

depreciated, net 45,377,616 (518,667) (461,156) 44,397,793
Governmental activities capital

assets, net $ 57,281,712 $ 744,536 $ (1,353,400) $ 56,672,848

Depreciation expense was charged to the various governmental activity functions as follows:

Governmental activities:
General Government
Public Works
Public Safety
Economic Development
Unallocated

54,008
3,594,919
537,180
463,508
454,623

Total depreciation expense - governmental activities

5,104,238
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THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 5 - CAPITAL ASSETS (Continued)

Business-type activities

Capital assets, not depreciated
Land and easements
Construction in progress
Land improvements

Total capital assets, not depreciated

Capital assets, being depreciated
Land improvements

Buildings

Machinery & equipment

Vehicles

Infrastructure

Furniture & equipment
Water & Sewer facilities

Total capital assets, being depreciated

Less accumulated depreciation for:
Land improvements

Buildings

Machinery & equipment

Vehicles

Infrastructure

Furniture & equipment
Water & Sewer facilities
Total accumulated depreciation

Total capital assets, being
depreciated, net
Business-type activities capital

assets, net

Balance

Transfers and

Balance

June 30, 2017 Additions Retirements  June 30, 2018
$ 3,243,738 $ - $ - $ 3,243,738
10,468,783 1,905,954 (188,853) 12,185,884
7,897,518 - - 7,897,518
21,610,039 1,905,954 (188,853) 23,327,140
20,234,965 56,700 188,853 20,480,518
4,962,597 - (6,699) 4,955,898
5,317,984 397,152 (161,748) 5,553,388
2,099,619 33,094 (197,382) 1,935,331
18,753,628 - - 18,753,628
221,745 - (18,624) 203,121
103,922,957 6,000 (13,726) 103,915,231
155,513,495 492,946 (209,326) 155,797,115
(10,131,324) (230,610) - (10,361,934)
(1,237,438) (125,737) 6,699 (1,356,476)
(3,933,037) (496,065) 161,748 (4,267,354)
(1,888,107) (17,275) 196,981 (1,708,401)
(7,021,547) (471,166) - (7,492,713)
(202,166) (3,845) 18,624 (187,387)
(62,427,429) (2,105,417) 13,730 (64,519,116)
(86,841,048) (3,450,115) 397,782 (89,893,381)
68,672,447 (2,957,169) 188,456 65,903,734
$ 90,282,486  $ (1,051,215) $ (397) $ 89,230,874

Depreciation expense was charged to the various business-type activity functions as follows:

Business-type activities
Airport

Solid Waste
Sanitary District
Parks & Recreation

Department of Technology & Communications

-55-

268,317
358,470
2,287,188
381,444
154,696

Total depreciation expense - business-type activities

$

3,450,115




THE BOARD OF COUNTY COMMISSIONERS OF

Notes to Financial Statements
June 30, 2018

NOTE 7 - LONG-TERM LIABILITIES

GARRETT COUNTY, MARYLAND

The following is a summary of long-term liability transactions for the fiscal year ended June 30, 2018:

Governmental activities:
General Fund
General Obligation Bonds
Compensated Absences
Net OPEB Liability
Net Pension Liability - MSRS
Net Pension Liability - GCGEP
Net Pension Liability - GCLEP
Governmental activities
Long-term liabilities

Business-type activities:
Garrett County Sanitary District

Bonds and Loans Payable
Parks & Recreation

Loans Payable

Subtotal

Landfill closure/post-closure
Net Pension Liability - GCGEP

Airport

Solid Waste Fund

G.C. Sanitary District

Dept. of Tech & Comm.

Compensated Absences
Airport
Solid Waste Fund
G.C. Sanitary District
Parks & Recreation Fund
Dept. of Tech & Comm.

Business-type activities
Long-term liabilities

Principal

Balance Repayments & Balance Due Within
June 30, 2017 Additions Other Reductions June 30, 2018 One Year
$ 14,886,521 $ 1485477 $ (1,153,270) $ 15,218,728 $ 761,684
3,015,396 286,599 (158,209) 3,143,786 198,216
17,025,426 1,234,194 (7,246,335) 11,013,285 -
650,096 - (104,008) 546,088 -
8,253,928 2,844,693 (2,683,425) 8,415,196 -
1,590,891 1,061,293 (1,199,145) 1,453,039 -

$ 45422258 $ 6,912,256  $ (12,544,392) $ 39,790,122 $ 959,900
$ 31,928,426 $ 1426888 $ (1,453,669) $ 31,901,645  $8,159,055
3,092,615 - - 3,092,615 -
35,021,041 1,426,888 (1,453,669) 34,994,260 8,159,055
3,632,968 239,317 (21,881) 3,850,404 25,000
71,382 25,121 (23,693) 72,810 -
318,721 156,804 (147,913) 327,612 -
1,351,838 472,206 (445,432) 1,378,612 -
245,234 89,345 (84,284) 250,295 -
1,987,175 743,476 (701,322) 2,029,329 -
27,953 1,014 - 28,967 -
135,035 47,092 - 182,127 -
370,408 38,990 (68,443) 340,955 19,738

5,016 - (5,016) -

43,571 5,285 - 48,856 -
581,983 92,381 (73,459) 600,905 19,738

$ 41,223,167 $ 2,502,062 $ (2,250,331) $ 41,474,898  $8,203,793

-57 -



THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 7 - LONG-TERM LIABILITIES (Continued)

Interest Expense

Total interest expense of $1,505,967 incurred by the Primary Government includes $546,837
charged to governmental activities and $959,130 charged to business-type activities.

Details of certain long-term debt obligations at June 30, 2018 are as follows:

Balance
June 30, 2018

Governmental Activities:

Garrett County Memorial Hospital Refunding Bond, Series 2004

$1,400,000 Bonds dated November 19, 2004 are being repaid by semi-

annual payments of $51,718 including interest at a rate of 4.12%, maturing

November 19, 2024. Issued to refinance a portion of the Garrett County

Memorial Hospital Bonds, Series 2002. To be repaid from hospital revenues. $ 591,767

Garrett County Memorial Hospital Refunding Bond, Series 2007

$3,000,000 Bonds dated June 28, 2007 are being repaid by monthly

payments of $14,550 including interest at a rate of 4.125%, maturing June

28, 2037. Issued to refinance the Garrett County Memorial Hospital Bonds,

Series 2002 and 2003 bonds. To be repaid from hospital revenues. 2,293,672

Garrett County Memorial Hospital Expansion Bond, Series 2014

$10,000,000 Bonds dated November 5, 2014 are being repaid by annual

principal payments of $400,000 and semi-annual interest payments at the

rate of 3.53% maturing September 15, 2029. Issued to fund the Garrett

County Memorial Hospital expansion. To be repaid from hospital revenues. 7,999,999

Garrett County Memorial Hospital Expansion Bond, Series 2015

$5,000,000 Bonds dated December 23, 2015 are being repaid by annual

principal payments of $200,000 and semi-annual interest payments at the

rate of 3.53% maturing December 23, 2030. Issued to fund the Garrett

County Memorial Hospital expansion. To be repaid from hospital revenues. 4,333,290

Total Governmental Activities $ 15,218,728
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THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 7 - LONG-TERM LIABILITIES (Continued)

Balance
June 30, 2018

Business-type Activities:

Garrett County Sanitary District, Inc.

$1,998,000 Maryland Water Quality Financing (Deep Creek Lake Sewer
Extension), payable in annual installments of $132,748, including
semiannual interest at 2.87% through February 1, 2019. $ 69,483

$120,175 State of Maryland (Jennings Sewer Revolving Loan), payable in
annual installments of $7,615, including semiannual interest at 2.37%
through February 1, 2019. 7,438

$260,000 Maryland Water Quality Financing (Deer Park Water), payable in
semiannual installments of $4,995, including interest at .4% through
February 2034. 147,162

$128,653 Maryland Department of the Environment (Mt. Lake Park Water),
payable in annual installments of principal only of $9,077 through February
2024. 46,964

$549,085 Maryland Department of the Environment (Deep Creek &
Friendsville 1&1), payable in annual installments of principal only of
$34,318 through 2025. 141,662

$50,050 BB&T (Jennings), payable in monthly instaliments of $292,
including interest of 3.5% through August 2032. 38,904

$800,770 BB&T (Mountain Lake Park Water), payable in monthly
installments of $4,665, including interest of 3.5% through August 2032. $ 622,446

-59-



THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 7 - LONG-TERM LIABILITIES (Continued)

Maturities of long-term debt are as follows:

Years Ending June 30, Principal Interest Total
Governmental Activities:

2019 $ 761,684 $ 529,645 $ 1,291,329
2020 768,447 501,701 1,270,148
2021 775,494 473,475 1,248,969
2022 782,836 444,953 1,227,789
2023 790,484 416,124 1,206,608
2024-2028 3,700,812 1,658,576 5,359,388
2029-2033 7,002,487 552,344 7,554,831
2034-2037 636,484 54,459 690,943
Total governmental activities $ 15,218,728 $ 4,631,277 $ 19,850,005
Business-Type Activities:

2019 $ 8,159,055 $ 862,381 $ 9,021,436
2020 1,473,994 812,815 2,286,809
2021 1,527,516 759,293 2,286,809
2022 1,580,758 706,051 2,286,809
2023 1,605,993 650,889 2,256,882
2024-2028 8,861,031 2,357,623 11,218,654
2029-2033 8,683,821 670,592 9,354,413
2034 9,477 513 9,990
Thereafter 3,092,615 - 3,092,615
Total Business-type activities $ 34,994,260 $ 6,820,157 $ 41,814,417

NOTE 8 - COMMITMENTS AND CONTINGENCIES

Grant and Loan Compliance

The County participates in numerous Federal and State grant/loan programs, which are governed
by various rules and regulations of the grantor agencies. Costs charged to the respective
grant/loan programs are subject to audit and adjustment by the grantor agencies; therefore, to the
extent that the County has not complied with the laws and regulations governing the programs,
refunds of any money received may be required or, the collectability of any related receivable at
June 30, 2018 may be impaired. The amount, if any, of expenditures for projects which may be
disallowed by the granting/lending agencies cannot be determined at this time although the
County expects such amounts, if any, to be immaterial.

-61-



THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 8 - COMMITMENTS AND CONTINGENCIES (Continued)

Loan Guarantees

The full faith and credit of the County is unconditionally pledged to the payment of all bonded
indebtedness and notes of the Garrett County Sanitary District, Inc., but that indebtedness is
payable in the first instance from certain charges that the Sanitary District is authorized to levy
and, in the case of bond anticipation notes, from the sales proceeds of the bonds in anticipation of
which they were issued.

Lease Commitments

Garrett College has entered into a lease with the County for the rental of a student dormitory
building, known as “Garrett Hall”. Terms of the lease include monthly rental payments of $5,396
for a period of 29 years. At the end of the initial term of the lease, the College has the option to
extend the lease. The value of this building at June 30, 2018 was $927,169 less accumulated
depreciation of $320,646. Total future minimum payments under the operating lease as of June 30,
2018 are as follows:

Year Ending June 30, 2019 $ 64,752
June 30, 2020 64,752
June 30, 2021 64,752
June 30, 2022 64,752
June 30, 2023 64,752
Thereafter 658,312
Total $ 982,072

In addition, the County leases administrative offices to the Board of Education at no charge. The
annual fair market value of the space occupied is $148,800. The fair market value of the
appropriated space is recorded in the accompanying government-wide and fund financial
statements as both a revenue and an expenditure. The value of this building at June 30, 2018 was
$1,000,563 less accumulated depreciation of $433,577.

-62 -



THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 8 - COMMITMENTS AND CONTINGENCIES (Continued)

Lease Commitments (Continued)

The County leases a building to C. Palmer Manufacturing, Inc. (CPM) located at the Southern
Garrett Industrial Park. The lease can be renewed at the option of the lessee in 5 year increments
ending on January 31, 2020 at an annual rate of $62,799. The future minimum lease payments
remaining under the current renewal term, which expires January 31, 2020, are $162,231. The
value of this building at June 30, 2018 was $1,304,263 less accumulated depreciation of $847,771.

On June 28, 2013, the County entered into a lease with Strata Safety Products, LLC (Strata) for
the rental of property located at the Keyser’s Ridge Business Park. The initial lease term ends
December 31, 2018 with an annual rate of $61,600. The value of this building at June 30, 2018
was $1,666,096 less accumulated depreciation of $138,841.

NOTE 9-STATE RETIREMENT PLAN

General Information about the Pension Plan

The Primary Government participates in the Maryland State Retirement and Pension System (the
System), a cost sharing multiple-employer public employee retirement system. Substantially all
full-time and permanent part-time employees of the Primary Government employed prior to July
1, 2005, were eligible to participate in the System, which provides retirement, disability and death
benefits to plan members and beneficiaries in accordance with State statutes. The System is
administered in accordance with the State Personnel and Pensions Article of the Annotated Code
of Maryland and managed by a board of trustees. The System issues a publicly available annual
financial report that includes financial statements and required supplementary information for all
of the various employee groups within the state System. The annual report for the year ended
June 30, 2017 (most recent available data) may be obtained by writing to the State Retirement and
Pension System of Maryland, 120 East Baltimore Street, Baltimore, MD 21202 or by calling 1-
800-492-59009.

For all individuals who became members of the pension systems of the State Retirement and
Pension System on or before June 30, 2011, pension allowances are computed using both the
highest three consecutive years’ Average Final Compensation (AFC) and the actual number of
years of accumulated creditable service. For any individual who becomes a member of one of the
pension systems on or after July 1, 2011, pension allowances are computed using both the highest
five consecutive years’ AFC and the actual number of years of accumulated creditable service.
Various retirement options are available under each system which ultimately determines how a
retiree’s benefit allowance will be computed. Some of these options require actuarial reductions
based on the retiree’s and/or designated beneficiary’s attained age and similar actuarial factors.
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NOTE 9-STATE RETIREMENT PLAN (Continued)

General Information about the Pension Plan (Continued)

A member of the Employees’ Retirement System is generally eligible for full retirement benefits
upon the earlier of attaining age 60 or accumulating 30 years of creditable service regardless of
age. The annual retirement allowance equals 1/55 (1.81%) of the member’s AFC multiplied by the
number of years of accumulated creditable service.

An individual who became a member of the Employees’ Pension System on or before June 30,
2011, is eligible for full retirement benefits upon the earlier of attaining age 62, with specified
years of eligibility service, or accumulating 30 years of eligibility service regardless of age. An
individual who becomes a member of the Employees’ Pension System on or after July 1, 2011, is
eligible for full retirement benefits if the member’s combined age and eligibility service equals at
least 90 years or if the member is at least age 65 and has accrued at least 10 years of eligibility
service.

Any individual who became a member of the State Retirement and Pension System on or before
June 30, 2011 and who terminates employment before attaining retirement age but after
accumulating 5 years of eligibility service is eligible for a vested retirement allowance. Any
individual who joins the State Retirement and Pension System on or after July 1, 2011 and who
terminates employment before attaining retirement age but after accumulating 10 years of
eligibility service is eligible for a vested retirement allowance.

A member of the Employees’ Retirement System may retire with reduced benefits after
completing 25 years of eligibility service. Benefits are reduced by 0.5% per month for each month
remaining until the retiree either attains age 60 or would have accumulated 30 years of creditable
service, whichever is less. The maximum reduction for an Employees’ Retirement System
member is 30%.

An individual who became a member of the Employees’ Retirement System on or before June 30,
2011, may retire with reduced benefits upon attaining age 55 with at least 15 years of eligibility
service. Benefits are reduced by 0.5% per month for each month remaining until the retiree attains
age 62. The maximum reduction for these members of the Employees’ Retirement System is 42%.
An individual who becomes a member of the Teachers’ Pension System on or after July 1, 2011,
may retire with reduced benefits upon attaining age 60 with at least 15 years of eligibility service.
Benefits are reduced by 0.5% per month for each month remaining until the retiree attains age 65.
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NOTE 9-STATE RETIREMENT PLAN (Continued)

General Information about the Pension Plan (Continued)

Generally, a member covered under retirement plan provisions who is permanently disabled after
5 years of service receives a service allowance based on a minimum percentage (usually 25%) of
the member’s AFC. A member covered under pension plan provisions who is permanently
disabled after accumulating 5 years of eligibility service receives a service allowance computed as
if service had continued with no change in salary until the retiree attained age 62. A member who
is permanently and totally disabled as the result of an accident occurring in the line of duty
receives 2/3 (66.7%) of the member’s AFC plus an annuity based on all member contributions and
interest. Death benefits are equal to a member’s annual salary as of the date of death plus all
member contributions and interest.

Retirement and pension allowances are increased annually to provide for changes in the cost of
living according to prescribed formulae. Such adjustments for retirees are based on the annual
change in the CPI. For the Employees’ Retirement Systems, the method by which the annual
COLA’s are computed depends upon elections made by members who were active on July 1, 1984
(or within 90 days of returning to service, for members who were inactive on July 1, 1984)
enabling the member to receive either an unlimited COLA, a COLA limited to 5% or a two-part
combination COLA depending upon the COLA election made by the member.

However, beginning July 1, 2011, for benefits attributable to service earned on or after July 1,
2011 the adjustment is capped at the lesser of 2.5% or the increase in CPI if the most recent
calendar year market value rate of return was greater than or equal to the assumed rate. The
adjustment is capped at the lesser of 1% or the increase in CPI if the market value return was less
than the assumed rate of return. In years in which COLASs would be less than zero due to a decline
in the CPI, retirement allowances will not be adjusted. COLAs in succeeding years are adjusted
until the difference between the negative COLA that would have applied and the zero COLA is
fully recovered.

The Primary Government pays all employer contributions for employees who participate in the
Employees’ Retirement System (ERS). Employer contribution rates are established by annual
actuarial valuations, subject to the approval of the systems' Board of Trustees in accordance with
the Annotated Code of Maryland.

Local government employees covered under the ERS are required to contribute 7% of earned
compensation.

The Primary Government’s contributions for the year ended June 30, 2018 were $51,143 to the
ERS, which were equal to the County's required contributions for that year.
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NOTE 9-STATE RETIREMENT PLAN (Continued)

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pension

At June 30, 2018, the Primary Government reported a liability of $546,088 for its proportionate
share of the ERS net pension liability. The net pension liability was measured as of June 30, 2017
and the total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of that date. The Primary Government’s proportion of the net pension
liability was based on a projection of the Primary Government’s long-term share of contributions
to the pension plan relative to the projected contributions of all participating entities, actuarially
determined. At June 30, 2017, the Primary Government’s proportion was 0.003 percent.

Due to net favorable changes, the Primary Government's pension expense for the ERS Plan for the
year ended June 30, 2018 was a net benefit of $81,465.

At June 30, 2018, the Primary Government reported deferred outflows of resources and deferred
inflows of resources related to the state System from the following sources:

Deferred Outflows Deferred Inflows

of Resources of Resources

Changes of assumptions $ 20,523 $ -
Changes in experience - 33,228
Net difference between projected and actual
earnings on pension plan investments 72,693 38,796
County contributions to the Employees’' Pension
System subsequent to the measurement date 54,143 -

Total $ 147,359 $ 72,024

Deferred outflows of resources of $54,143 reported as related to the State System resulting from
Primary Government’s contributions to the Employees' Pension System subsequent to the
measurement date will be recognized as a reduction of the net pension liability in the year ending
June 30, 2019. Other amounts reported as deferred outflows of resources and deferred inflows of
resources related to the state System will be recognized in pension expense as follows:
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NOTE 9-STATE RETIREMENT PLAN (Continued)

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pension (Continued)

Year ending June 30:

2019 $ 9,943
2020 19,846
2021 7,245
2022 (11,601)
2023 (4,241)

The total pension liability in the June 30, 2017 actuarial valuation was determined using the
following key actuarial assumptions, applied to all periods included in the measurement:

Actuarial Entry Age Normal

Amortization method Level Percentage of Payroll, Closed
Inflation 2.65% general, 3.15% wage

Salary increases 3.15% to 9.15%, including inflation
Discount rate 7.50%

Investment rate of return ~ 7.50%

Mortality RP-2014 Mortality Tables

The long-term expected rate of return on pension plan investments was determined using a
building-block method in which best-estimate ranges of expected future real rates of return
(expected returns, net of pension plan investment expense and inflation) are developed for each
major asset class. These ranges are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and by
adding expected inflation. Best estimates of geometric real rates of return were adopted by the
System after considering input from the System’s investment consultant(s) and actuary(s). For
each major asset class that is included in the System’s target asset allocation, these best estimates
are summarized in the following table:

-67 -



THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018
NOTE 9 - STATE RETIREMENT PLAN (Continued)

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows
of Resources Related to Pension (Continued)

Long-Term

Target Expected Real

Asset Class Allocation Rate of Return
Public Equity 36.00% 5.30%
Private Equity 11.00% 7.00%
Rate Sensitive 21.00% 1.20%
Credit Opportunity 9.00% 3.60%
Real Assets 15.00% 5.70%
Absolute Return 8.00% 3.10%

Total 100.00%

The discount rate used to measure the total pension liability was 7.50 percent. The projection of
cash flows used to determine the discount rate assumed that employee contributions will be made
at the current contribution rate and contributions from the State will be made at current statutorily
required rates. Based on those assumptions, the pension plan’s fiduciary net position was
projected to be available to make all projected future benefit payments of current active and
inactive employees. Therefore, the long-term expected rate of return on pension plan investments
was applied to all periods of projected benefit payments to determine the total pension liability.

The following presents the County’s proportionate share of the net pension liability calculated
using the discount rate of 7.50 percent, as well as what the County’s proportionate share of the net
pension liability would be if it were calculated using a discount rate that is 1-percentage-point
lower (6.50 percent) or 1-percentage-point higher (8.50 percent) than the current rate:

6.50% Rate 7.50% 8.50%

County's proportionate share of
the net pension liability $ 773,903 3 546,088 3 357,051

Detailed information about the State Retirement and Pension System of Maryland's fiduciary net
position is available in the separately issued System report.
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NOTE 9-STATE RETIREMENT PLAN (Continued)

Funded Status and Funding Progress

At June 30, 2018, the Primary Government and Board of Education reported a liability for their
proportionate share of the ERS net pension liability based on their participation in that plan. The
Board of Education and College participate in the Teachers' Retirement System (TRS), which has
a special funding situation. Because the State of Maryland is legally responsible for paying the
unfunded pension liability and the Board of Education and College pay the normal cost for the
teachers' pensions, the Board of Education and College are not required under GASB 68 to record
their share of the unfunded liability for the TRS but instead, that liability is recorded by the State
of Maryland. The County's portion of the net pension liability recorded by the State of Maryland,
the amount recognized by the County as its proportionate share of the ERS net pension liability,
and the total portion of the State's net pension liability that was associated with the County were
as follows as of June 30, 2018:

Teachers' Employees’
Retirement and Retirement and Total All State
Pension System Pension System Systems
Primary Government's proportionate share of net pension liability $ - $ 546,088 $ 546,088
Board of Education's proportionate share of net pension liability - 3,318,137 3,318,137
State's proportionate share of the net pension liability associated
with the Board of Education 46,727,480 - 46,727,480
State's proportionate share of the net pension liability associated
with the College 6,492,345 - 6,492,345
Total County portion of the State's net pension liability $ 53,219,825 $ 3,864,225 $ 57,084,050

Contributions by the State of Maryland to the TRS on behalf of the Board of Education and
College totaled $3,020,355 and $459,749, respectively, for the year ended June 30, 2018. Board
of Education and College contributions to the State Retirement Plan totaled $1,485,865 and
$40,708, respectively, for the year ended June 30, 2018. All contributions were made in
accordance with actuarially determined contribution requirements based on an actuarial valuation
performed annually.

Detailed information about the Board of Education and College's participation in the State
Retirement and Pension System of Maryland is available in the separately issued component unit
reports.
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NOTE 10 - COUNTY RETIREMENT PLANS

Government Personnel Retirement Plan

The County adopted the Garrett County Government Personnel Retirement Plan, a single
employer plan, effective July 1, 2005, for all covered employees of the Primary Government.
Eligible personnel employed prior to July 1, 2005, could elect to participate in the Plan effective
July 1, 2005. Such election was irrevocable. Participation in the Plan is mandatory for all eligible
personnel hired after July 1, 2005. The Plan provides retirement, disability and death benefits for
all eligible employees. Administrative, investment, and member benefit service responsibilities
are provided by a Board of Trustees. The actuarial valuation report as of June 30, 2018 (most
recent available data) may be obtained from the County Commissioners of Garrett County,
Maryland.

The Plan provides retirement, disability and death benefits for all eligible employees.
Administrative, investment, and member contribution and benefit service responsibilities are
provided by a Board of Trustees that is comprised of the County Commissioners and others they
designate. Participating employees are required to contribute 3.39% of earnings. The contribution
requirements of Plan members and the County are established and may be amended by the County
Commissioners.

The benefits payable under the County’s Plan not funded by employee contributions are funded
entirely by the County. The Plan does not issue a stand-alone financial report and is not included
in the report of a public employee retirement system or another entity.

Normal retirement is after the completion of 30 years of credited service or the attainment of age
62. Normal retirement benefits are equal to 1.67% of the participant’s average compensation
multiplied by the number of years of credited service. Early retirement is at age 55 with 15 years
of credited service. Disability benefits are available after five years of credited service. Death
benefits are calculated by formulae.

The Plan is classified by the Primary Government as a Pension Trust Fund. The Plan's fiduciary
net position has been determined on the same basis as that used by the Plan. The Plan follows the
accrual basis of accounting. Plan member contributions are recognized in the period in which the
contributions are due. The government’s contributions are recognized when due and a formal
commitment to provide the contributions has been made. Benefits and refunds are recognized
when due and payable in accordance with the terms of the Plan. The actuarial value of assets was
determined by the market value of investments.

The Plan Investment Policy states that the objective for the Plan is a balanced portfolio including

both current income and long term growth. The Plan has established asset allocation ranges as
follows:
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Government Personnel Retirement Plan (Continued)

Cash & cash equivalents 5-15%
Equities 30-60%
Fixed income 30-65%

All information that follows for the Plan is measured as of June 30, 2018, which is the latest
actuarial report available. Liabilities were measured as of July 1, 2017 and rolled to the
measurement date using standard actuarial valuation techniques.

Membership of the Plan consisted of the following as of July 1, 2017, the date liabilities were last

measured:
Retirees and beneficiaries receiving benefits 87
Terminated Plan members entitled but not
yet receiving benefits 21
Active Plan members 240
Total 348

The long-term expected rate of return on pension plan investments was determined using a
standard building block approach. These ranges are combined to produce the long-term expected
rate of return by weighting the expected future real rates of return by the target asset allocation
percentage and adding expected inflation. Best estimates of arithmetic assumed rates of return for
each class included in the pension plans’ general target asset allocation as of June 30, 2018 is as

follows:
% of Rate of
Investment Type Portfolio Return
Equities 60-70% 5-8%
Fixed Income 30-40% 1-4%

For the year ended June 30, 2018, the annual money-weighted rate of return on pension plan
investments, net of expense, was 6.80%. The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for the changing amounts actually invested.
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NOTE 10 - COUNTY RETIREMENT PLANS (Continued)

Government Personnel Retirement Plan (Continued)

The total pension liability for the current year was determined as part of the July 1, 2017 actuarial
valuation using the entry age normal cost method. The actuarial assumptions included (a) 7%
investment rate of return (net of administrative expenses), and (b) projected salary increases of 2%
per year. The actuary determined rates of mortality were based on RP-2000; 2-year set forward
tables. The assumptions did not include postretirement benefit increases. Full descriptions of the
actuarial assumptions are available in the June 30, 2018 actuarial valuation report.

The discount rate used to measure the total pension liability was 7 percent. The projection of cash
flows used to determine the discount rate assumed that employee contributions will be made at the
current contribution rate and that County contributions will be made at rates equal to the
difference between actuarially determined contribution rates and the employee rate. Based on
those assumptions, the pension plan's fiduciary net position was projected to be available to make
all projected future benefit payments of current active and inactive employees. Therefore, the
long-term expected rate of return on pension plan investments was applied to all periods of
projected benefit payments to determine the total pension liability.

The net pension liability is equal to the total pension liability minus the net position of the Plan.
The result as of June 30, 2018 is as follows:

Total pension liability $37,999,022
Net position (27,554,497)
Net pension liability $10,444,525

Net position as a percentage of total pension liability is 72.51%.
Sensitivity of the net pension liability to changes in the discount rate:

The following presents the net pension liability of the Plan, calculated using a discount rate of 7%
as well as what the Plan’s net pension liability would be if it were calculated using a discount rate
that is 1-percentage point lower (6%) or 1-percentage point higher (8%) than the current rate:

1% decrease Current rate 1% increase
6% 7% 8%
Net pension liability ~ $14,857,029  $10,444,525 $ 6,706,112
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NOTE 10 - COUNTY RETIREMENT PLANS (Continued)

Government Personnel Retirement Plan (Continued)

The following presents changes in the net pension liability:

Increase (Decrease)

Total Pension  Plan Fiduciary ~ Net Pension

Liability Net Position Liability
Balances as of June 30, 2017 $36,077,428  $25,836,325  $10,241,103
Changes for the year:
Service cost 798,198 - 798,198
Interest 2,471,833 - 2,471,833
Differences between expected and actual experience 208,948 - 208,948
Contributions - employer - 1,190,560 (1,190,560)
Contributions - employee - 380,215 (380,215)
Net investment income - 1,813,963 (1,813,963)
Benefit payments and refunds of member contributions (1,557,385) (1,557,385) -
Administrative expense - (109,181) 109,181
Net Changes 1,921,594 1,718,172 203,422
Balances as of June 30, 2018 $37,999,022  $27,554,497  $10,444,525

For the year ended June 30, 2018, the County recognized pension expense of $1,497,132 and
made contributions to the Plan of $1,190,560. As of June 30, 2018, the County reported deferred
outflows of resources and deferred inflows of resources related to the Plan from the following

sources:
Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ 211,881 $ 31,086
Change in assumptions 130,692 -
Net difference between projected and actual investment earnings 569,732 390,056

$ 912,305 $ 421,142

The above amounts reported as deferred outflows of resources and deferred inflows of resources
related to the Plan will be recognized in the pension expense as follows:
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NOTE 10 - COUNTY RETIREMENT PLANS (Continued)

Government Personnel Retirement Plan (Continued)

Year ending June 30:

2019 $ 303,481
2020 165,233
2021 (50,508)
2022 47,240
2023 25,717
Thereafter -

The required schedule of funding progress immediately following the notes to the financial
statements presents multiyear trend information about whether the actuarial value of plan assets is
increasing or decreasing over time relative to the actuarial accrued liability for benefits. The
projection of benefits for financial reporting purposes does not explicitly incorporate the potential
effects of legal or contractual funding limitations.

Law Enforcement Retirement Plan

The County adopted the Garrett County Law Enforcement Retirement Plan, a single employer
plan, effective July 1, 2002, for all employees classified by the Primary Government as the
Sheriff, correctional officers, or sworn law-enforcement officers with the Sheriff’s Department or
Office of the State’s Attorney, and employees classified as emergency management personnel.
The Plan provides retirement, disability and death benefits for all eligible employees.
Administrative, investment, and member benefit service responsibilities are provided by a Board
of Trustees. The actuarial valuation report as of June 30, 2018 (most recent available data) may be
obtained from the County Commissioners of Garrett County, Maryland.

The Plan provides retirement, disability and death benefits for all eligible employees.
Administrative, investment, and member contribution and benefit service responsibilities are
provided by a Board of Trustees, which is comprised of the County Commissioners and others
they designate. Participating employees are required to contribute 7.59% of earnings. The
contribution requirements of Plan members and the County are established and may be amended
by the County Commissioners.
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Law Enforcement Retirement Plan (Continued)

The benefits payable under the County’s Plan not funded by employee contributions are funded
entirely by the County. The plan does not issue a stand-alone financial report and is not included
in the report of a public employee retirement system or another entity.

Normal retirement is after the completion of 25 years of credited service or the attainment of age
62. Normal retirement benefits are equal to 2% of the participant’s average compensation
multiplied by the number of years of credited service. Early retirement is at age 50 with 20 years
of eligible service. Disability benefits are available after five years of credited service. Death
benefits are calculated by formulae.

The Plan is classified by the Primary Government as a Pension Trust Fund. The Plan's fiduciary
net position has been determined on the same basis as that used by the plan. The Plan follows the
accrual basis of accounting. Plan member contributions are recognized in the period in which the
contributions are due. The government’s contributions are recognized when due and a formal
commitment to provide the contributions has been made. Benefits and refunds are recognized
when due and payable in accordance with the terms of the Plan. The actuarial value of assets was
determined by the market value of investments.

The Plan Investment Policy states that the objective for the Plan is a balanced portfolio including
both current income and long term growth. The Plan has established asset allocation ranges as

follows:
Cash & cash equivalents 5-15%
Equities 30-60%
Fixed income 30-65%

All information that follows for the Plan is measured as of June 30, 2018, which is the latest
actuarial report available. Liabilities were measured as of July 1, 2017 and rolled to the
measurement date using standard actuarial valuation techniques.

Membership of the Plan consisted of the following as of July 1, 2017, the date liabilities were last

measured:
Retirees and beneficiaries receiving benefits 16
Terminated Plan members entitled but not
yet receiving benefits 8
Active Plan members 64
Total 88
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Law Enforcement Retirement Plan (Continued)

The long-term expected rate of return on pension plan investments was determined using a
standard building block approach. These ranges are combined to produce the long-term expected
rate of return by weighting the expected future real rates of return by the target asset allocation
percentage and adding expected inflation. Best estimates of arithmetic assumed rates of return for
each class included in the pension plans’ general target asset allocation as of June 30, 2018 is as

follows:
% of Rate of
Investment Type Portfolio Return
Equities 60-70% 5-8%
Fixed Income 30-40% 1-4%

For the year ended June 30, 2018, the annual money-weighted rate of return on pension plan
investments, net of expense, was 6.92%. The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for the changing amounts actually invested.

The total pension liability for the current year was determined as part of the July 1, 2017 actuarial
valuation using the entry age normal cost method. The actuarial assumptions included (a) 7%
investment rate of return (net of administrative expenses), and (b) projected salary increases of 2%
per year. The actuary determined rates of mortality were based on RP-2000; 2-year set forward
tables. The assumptions did not include postretirement benefit increases. Full descriptions of the
actuarial assumptions are available in the June 30, 2018 actuarial valuation report.

The discount rate used to measure the total pension liability was 7 percent. The projection of cash
flows used to determine the discount rate assumed that employee contributions will be made at the
current contribution rate and that County contributions will be made at rates equal to the
difference between actuarially determined contribution rates and the employee rate. Based on
those assumptions, the pension plan's fiduciary net position was projected to be available to make
all projected future benefit payments of current active and inactive employees. Therefore, the
long-term expected rate of return on pension plan investments was applied to all periods of
projected benefit payments to determine the total pension liability.

The net pension liability is equal to the total pension liability minus the net position of the Plan.
The result as of June 30, 2018 is as follows:
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Law Enforcement Retirement Plan (Continued)

Total pension liability $10,588,876
Net position (9,135,837)
Net pension liability $ 1,453,039

Net position as a percentage of total pension liability is 86.28%.

Sensitivity of the net pension liability to changes in the discount rate:

The following presents the net pension liability of the Plan, calculated using a discount rate of 7%
as well as what the plan’s net pension liability would be if it were calculated using a discount rate
that is 1-percentage point lower (6%) or 1-percentage point higher (8%) than the current rate:

1% decrease Current rate 1% increase
6% 7% 8%
$ 2,823,516 $ 1,453,039 $ 313,039

Net pension liability

The following presents changes in the net pension liability:

Increase (Decrease)

Total Pension  Plan Fiduciary ~ Net Pension
Liability Net Position Liability
Balances as of June 30, 2017 $ 9943557 $ 8,352,666 $ 1,590,891
Changes for the year:
Service cost 316,767 - 316,767
Interest 683,047 - 683,047
Differences between expected and actual experience 23,392 - 23,392
Contributions - employer - 373,253 (373,253)
Contributions - employee - 221,079 (221,079)
Net investment income - 604,813 (604,813)
Benefit payments and refunds of member contributions (377,887) (377,887) -
Administrative expense - (38,087) 38,087
Plan Change - - -
Net Changes 645,319 783,171 (137,852)
Balances as of June 30, 2018 $10,588,876  $ 9,135.837 $ 1,453,039

-77 -



THE BOARD OF COUNTY COMMISSIONERS OF
GARRETT COUNTY, MARYLAND

Notes to Financial Statements
June 30, 2018

NOTE 10 - COUNTY RETIREMENT PLANS (Continued)

Law Enforcement Retirement Plan (Continued)

For the year ended June 30, 2018, the County recognized pension expense of $314,174 and made
contributions to the Plan of $373,253. As of June 30, 2018, the County reported deferred outflows
of resources and deferred inflows of resources related to the Plan from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ 20,255 $ 220,199
Change in assumptions 377,805 -
Net difference between projected and actual investment earnings 155,591 128,353

$ 553,651 $ 348,552

The above amounts reported as deferred outflows of resources and deferred inflows of resources
related to the Plan will be recognized in the pension expense as follows:

Year ending June 30:

2019 $ 88,005
2020 48,923
2021 (9,330)
2022 29,679
2023 32,510
Thereafter 15,312

The required schedule of funding progress immediately following the notes to the financial
statements presents multiyear trend information about whether the actuarial value of plan assets is
increasing or decreasing over time relative to the actuarial accrued liability for benefits. The
projection of benefits for financial reporting purposes does not explicitly incorporate the potential
effects of legal or contractual funding limitations.
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